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This Retail Services Business Plan was created with the hard work and expertise of
many people and organizations.

Liquor Control Board Employees_:
April Anaya, Manager, Store 99, Issaquah
Steve i~plund, Manager, Store 177, Vancouver
Ron Ball, District Manager
Debbie Ball, Manager, Store 79, Mill Creek
Hal Bellerud, Purchasing Services
Teresa Berntsen, Policy, Legislative, and Media

Relations
Chuck Bit .clx_mier, Manager, Store 155, KJrldand
Jeanne Boni, M .anager, Store a3o, Belling, ham
Ron Bounds, Manager, Store lOl, Seattle
Linda Bremer, Director, Information Technology

Services
Steve Burnell, Wine Program Manager
Fred Byers, Financial Services
Eddie Cantu, Manager, Store 1~5, Bellevue
Wanda Carver, District Manager
Tricia Currier, Policy, Legislative, and Media

Relations
Dean Doces, Manager, Store 95, Seattle
Donna Ellingson, Manager, Store 174, Vashon
Dan Galagan, Manager, Store lo3, University
Place

Gerry Garitano, Manager, Store 92, Tacoma
Rick Gm-za, DeputyAdministrative Director
Mary Hansen, Manager, Store 28, Seattle
Dan Hanson, Manager, Store 56, Kent
Jonathan ttarkness, District Manager
Bill Heisler, Manager, Store 111, Fife
Earl I-IiIl, Manager, Store 112, Federal Way
Sandy Hilt, Retail Services
Roger Hoen, Board Member
Dawn Johnson, Manager, Store 118, Seattle
Dale Johnson, Manager, Store 82, Kent
Jean Jones, Manager, Store 18, Mount Vernon
Ear! Kalles, Manager, Store 84, Tacoma
Rob Kirkwood, Financial Services

Pat Kohler, Administrative Director
Gene Kremer, Director, Distribution Services
Mary Kureaba, Manager, Store lo4, Seattle
Martin Lawrence, Manager, Store 7, Yakirna
Lori LeMay, District Manager
Suzanne Lewis, Retail Services
Chris Liu, Director, Retail Services
Joyce Locke, Manager, Store 46, Seattle
Sally McVangh, Financial Services
Dee Mills, Manager, Store 15o, Gig Harbor
Jim Mirous, Retail Services
Robin Merrison, Manager, Store 72, Mercer Island
Jason Nunn, Assistant Manager, Store 13o,

Be]lingham
Liz O]son, Manager, Stor~ 144, Lynnwood ,
Gus Pappas, Manager, Store 57, Kirldand
Diane Pitts, Manager, Store 81, Renton
Curt Preston, Manager, Store 161, Tacoma
Jon Redal, District Manager
Julie Rogers, Manager, Store 159, Kermewick
Michael Serplnas, Manager, Store 178, Spokane
Darlene Shuart, Manager, Store 225, Everett
Doug Silberman, Manager, Store 30, Shelton
Randy Simmons, Director, Financial Services
Lynda Stockton, E~eeutive Assistant to

Administrative Director
:Jamie Storm, District Manager
Dixie Stout, Manager, Store 165, Yakima
Kathy Thiel, Manager, Store 98, Bellevue
Gary Thompson, Director, Purchasing Services
Mike Thompson, Manager, Store 74, Lynnwood
Ray Vallejos, Manager, Store lo7, Seattle
Russ Vickrey, Manager, Store ~1, Olympia
David Wilson, Manager, Store lo4, Seattle
Jyrl Workman, Manager, Store 21, E]lensburg
Gigi Zenk, Policy, Legislative, and Media Relations
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Stakeholders_..’,

Washington State Public Employees Association

United Food and Commercial Workers, Local lOOl

TheWashington Restaurant Association, special thanks to:
>- Gene Vosberg, Executive Director
), MichaelTransue

The Distillery Representatives Association of Washington (DRAW), spedal thanks to:
Tom Kappenman, Le~ine & Sons, DRAW President
Bob Enloe, Hood River Distillers, DRAWVice President
Patty Genova, Spirits West, DRAW Executive Committee
Brad Mauer, BRC Spirits, DRAW Executive Committee
Joe Goudeau, Future Brands, DRAW Executive Committee
Krisfin Adams, Brow~ Forman
Brian Berlin, Future Brands
Jim Trehearne, Diageo North America
Bill Tudor, Allied Domecq Spirits USA

Theresa Hancock, Mamager, Contract Liquor Store 544, Sunnyside

Mark Mllacel~ Northwest Wine Company

With special thanks to Christine E. Gowdey, Financial and Economic
Development Services

There may be other LCB employees and stakeholders uJho contributed to the
development of this plan whose names we have missed. We apologize, and thank these
unnamed partners for their valuable time and expertise.
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The Washington States Liquor Control Board (LCB) Operates a half billion plus dollar a
year retail and wholesale business. This business has continued to show sales increases
over the years and contributed millions of dollars in revenues .to state and local
governments.

The LCB’s new management team is developing a clear focus for the future of its Retail
Services operations. Th~s focus has evolved during the past several months as the LCB
has developed its Strategic Plan and Retail Services Business Plan. With the collective
efforts of LCB personnel and stakeholders, the emphasis of these planning processes has
been to take Retail Services operations to new thresholds of accomplishment by using
best business practices and by focusing on maximizing revenues, providing excellent
customer service, and rcsponsfbly controlling the distribution of alcohol. Combined,
these two plans are setting the future course for Retail Services and the othe~ divisions
of the agency.

While historically the agency has not always had this focus, and continues to operate
with a number of constraints, this Business Plan outlines specific ways to improve its
operations. This refocusing is occurring at a time when the industry itself is changing.
Sales growth is occurring in particular segments d the market while other segments are
declining. Paying attentidn to industry.and population trends and customer profiles is
becoming more important as niche markets.become the d~iver of the indusu’fs growth
opportunities. Operating smarter and more efficiently are keys to the LCB’s future
businesses success and iis ability to generate returns for the taxpayers of the state of
Washington.

The plan i~ to focus on the basics of running a good business. The opportunities in this
plan address how the LCB balances revenue generation to the state withits
responsibility to effectively control the distribution and retail sale of alcohol. Over
eighty LCB staff and other industry experts developed the strategies which are included
in this plan. Some highlights include:

Management tools:.
Having good information is essential for making good management decisions.
tremendous leap forward in having access to transaction drtta at the store level for state-
operated stores wffl be aeeomplislmd by June 2oo3 when a new Merchandising Business
System (MBS) beeo~hes functional. Implementation of the MBS will support derision- ¯
making at aIl levels and all aspects of the operation. With MB~ in the near future~ plans
are already underway to begin the process of setting goals at the store level and
beginning to change the focus of the operation to a mor~ business-oriented approach..
Long-term, these basic steps will be complimented by exploring employee incentive
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programs based on performance and extending the MBS to contract stores so t~ere is
one data-gathering and reporting system for all stores.

Retail and wholesale revenue enhancement .opportunities:
For retail sales, there are three major focuses for enhancing revenue. The first is to
relocate the leas~ profitable stores once performance standards are developed to
identify stores that are not ~ontributing at minimum standards. The second is to open
several new state-operated Moresin high growth areas to take advautage of market
opportunities that do exist. In addition, the possibility of opening one or more pilot
contract liquor stores that incorporate performance standard~ into the contract will be
explored. Developing store siting and leasing strategies consistent with best business
practices will be a key component in implementing these two strategies.

The third strategy is to sell liqtmr-xelated accessories in state-operated stores. This
would enhance customer-service while providing an opportunity to increase sales
mal"gillSo

For wholesale sales, the possibility of cresting a web-based ordering system for licensees
will be explored. In addition, options for outsourcing delivery programs for liquor
licensees in urban areas will be supported ffthere is sufficient demand for this service.

Merchandising and purchasing:
Consumer and product research-indicates the industry is changing, and consumer
buying habits vary due to mauy faetor~. This reinforces the need to monitor trends
closely, purchase and merchandise wisely, be knowledgeable about products, and
provide’great service to a more demanding customer. In addition to implementing the
MBS (which will be a source of a tremendous amount of information), there is a need to
have an effective merchanOising program that takes a-~dvantag~ of research done by the
indtmtry on customer buying habits and product mix and display. A key element is to
create a merchandising manager position to develop category management and shelf-
management programs that are mpported by indmtry-specifie software. Combined,
these efforts will help increase sties by truing best business practices and fully using
available industry research.

In addition to creating, a mexchandising program, a number of other opportunities are
being considered that will support purchasing decisions and manage inventory levdg
most efficiently. While spe~ifics are outlined in thd plan, two significant goals have
been established in this area:

Reduce the Cost of Goods Sold by a% during the next biennium, from 7x.5% to
70.5%
Increase inventory turns from 9.55 to lo.5 by the end of the biennium.

Accomplishing these goals will directly affect bottom-line results.

~ Set~ Bmim~s Pla~ - Executive Summar~
Pa~e 2
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Distribution:
The new Distribution Center opened at its Seattle location this spring with a new
automated material handling system. The material handling system is functioning and
meeting its off-peak season dm3y shipping demands. The vendor will implement
solutions by the end of September 2002 to address the operational needs of the LCB
during the holiday season and for anticipated growth in wholesale and retail operations.

Labor needs associated with operating and maintaining this system due to increasing
shipping demands, particularly during the holiday season, are an issue and are being
addressed through a decision package, request for the 03-05 biennium.

Having a. reliable and responsive distribution system is essential to the success of the
overall operation. As such, several strategies are outlined in this plan to support this
goal.

Customer service:
Another essential aspect of the business is to be responsive to customers, particularly in
a changing environment. Ways of obtaining customer feedback are addressed in this
plan. The goal is to have and maintain high customer service expectations in all aspects
of the operation.

Suma-nary:
To implement all of the proposals presented in this plan, a $3,42%o82 investment is
needed. The estimated return in increased net income and taxes collected through
Fiscal Years o3-o5 is projected at $16,21o,575. In addition, other proposals and
strategies will continue to be evaluated.

This Retail Business Plan will continue to be rhviewed and evolve as the environment
changes and as more or new information becomes available. At a minimum, the LCB
will review this plan quarterly and update the plan annually.

Retail Setwices Business Plan - Executive Summary
Page 3
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Overview:
Over .the past 68 years, the Washington State Liquor. Control Board (LCB) has
provided more than $4 billion to state and local, budgets through the sale and
distribution of alcohol beverages. I.u Fiscal Year :~oo2, the LCB distributed over
$22o million to state and local governments from profits, taxes, and license fees
imposed, on the sale of spixits, wine, andbeer.

The LCB h~s a long history as a revenue generator for the state. In 1933, after
twelve years of prolffbition, the 2~~t Amendment to the U.S. Constitution ended
prohibition and provided states complete authority to regulate the distn~but~on
and sale of liquor. That same year the Washington State legislature passed the
Ste~e Act, creating the Liquor Control Board. Under the Steele Act, fight control
of liquor distm~vufion was established through state ownership of liquor stores
and strict regulation of privately owned restaurants, stores, .and dispensaries that
sell beer and wine.

By the end of 1934, the Liquor Control Board had 46 state-operated stores and
lo5 contract liquor stores. Over 6,4oo reta~erswere .licensed to sell beer and
wine. Today, Washington has ~7 state-run stores, 155 contract liquor stores, and
over ~,ooo liquor-licensed premises throughout the state. The state-run and
contract liquor stores generate over.one-half billion dollars in gross sales
annually.

Washington is one of eighteen states that chooses to directly control the sale of
liquor at the wholesale level. Fourteen of these .states, including Washington,
also choose to control retail sales, which requkes, cil~,ens to purchase liquor at a
state-run or designated contract liquor store These eighteen states collect taxes
and profits from the sale of liquor and remain "control states" to this day.

The LCB is administered by a three-member Board appointed by the Governor
and confirmed by the Senate for six-year staggered terms. An Administrative
Director ~manages the daily operations of the agent3,. The following three
divisions are directlyrelated to the operation of the retail stores. These combined
operations are the focus of this business plan:

1. Retail Services
2. Purchasing Services
3. Distribution Center
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These three divisions are supported by [he other divisions of ~he LCB. Follo~ning
is an organizational char~ of the agency.

BOARDMEMBER BOARD MEMBI~R

I ADM ZI~’TRATEVE -
DERECTOR I

DEPUTY
. ADMI~STRA’II~

DIRECIOR ~ MEI~A

I -. I I I I I I I

Mission Stateanent;
The mission of th~ Liquor Control Board is to serve the public by preventing the
misuse of alcohol and tobacco through controlled distribution, enforcement, and
education; and provide excellent customer service by operating effieiant:
convenient retail stores.

Strate~ic ~oals:
The LCB has also developed the following strategic goals:

1. Promote pubtie safety by ensuring compliance with llquor and ~obacco
laws and regulations through effective enforcement and education

2. Promote public trust

3. Maximize revenues to [he state’s taxpayers

4. Streamline and create effective business practices

5. Develop, recruit, retain, andvalue a high quality diverse workforce

6. Deliver quality and efficient services and information through improved
teelmology

Retail Se~ricea Busin~s plan ~ Chaptex 1 History
Page 2
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7- Strengthen partnerships with customers, stakeholders, and communities

8. Strengthen the agency’s risk management loss prevention policies and
practices

Business plan development:
The Retail Services Business Plan has been developed within the context of the
LCB’s.mission and strategic goals. This Business Plan is a guidebook for the
agency’s retail operations and progress reviews. Course corrections will be made
to this plan as circumstances change, or as more or
different information becomes available~ _This is an
evolving document and will be reported against
quarterly and updated annually, consistent with the
agency’s review and update of its strategic phn.

-In order to most effectively incorporate the expertise
of the agency’s employeez at all levels of the
organization, seven teams were formed to develop the
components of the plan. The focus of most of these
teams was to develop investment and operating strategies that result in the Retail
Sen’vices operations being a standard bearer in the industry, using best.practices,
and providing quality customer service whether it be through state-operated or
contract liquo~ stores. In total, over.8o people from within the agency were
involved in developing the specifics of the plan. In addition, input on the
components of this plan was sought from the agency’s Business Advisory Council
and £xom other stakeholders.

Milestones:
Tho LCB and its Retail Services Division strive to maximize the return on
investment to taxpayers while at the sonic tirne provide quality customer service.
During the past ten years, the following milestones occurred, which illustrate the
review and continuous evolution of the operations:.

~ !994 Special Order Program by store managers initiated

> 1995 Contract store managers no longer considered state
employees

> 1996 Wine Program introduced

> 1997 ¯ AgencyWebsite hunched

> 1997 Credlt/debit.card program implemented

> 1998 Enhanced technology & communications within agency
latmehed

> 1999 Deloitte and Touche produce study of LCB’s retail Operations

> 1999 Washington State University’s customer survey completed "

lhrtail Se~icea Business Plan - Chapt~z 1 History
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2O00

2001

2000-02

2OO2

Governor’s Retail Task Force established, submitted final
report in December, 2000 .

Wholesale-only outlet opened in Seattle

Significant agency r~organimtion: .
¯ aooo-Administrative Director position created to direct

day-to-day agency operations
~,oo:~-Boa~d Meanbers reduce working hours to 6o%

¯ 2oou-Business Adv~ry Council formed

New Distribution Center operas

New Retail Services Director hired
New Management Business Systems (MBS) vendor Js selected

The information garnered from previous reviews and plans is incorporated into
this plan. In many cases the above milestones represent the implementation of
recommendations from past plans or reviews. This 2oo2 Retail Services Business
Plan presents a guidebook ~or the next three years and be~nd based on best
business practices and the practical and well-seasoned knowledge of experts in .
the industry.

R~’m~ ,~rvice~ 13usiaeas Pha- Chapte~ 1 Histo~
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This chapter discusses marketplace trends and their effect on Liquor Control Board
(LCB) Retail Services operations. Proposals and ideas presented in subsequent chapters
have been evaluated against, and are consistent with, the historical and projected trends
and customer demographics summarized in this chapter.

The recession and economic trends:
Washington State’s economy is in a recession. While the national economy is already
showing signs of rebounding, the Washington State recovery is expected to be unusually
slow. The aoo9 forecast for taxable retail sales in the state is negative 3.2%. For the
succeeding three years, the Washington State Forecast Council has projected modest
increases of 4.4% to 5.5%.

A review of liquor sales during recessionary times in Washington State shows that they
hold steady, if not experience small increases. After the state’s 198~-83 recession, liquor
sales experienced a small decline. It is not dear ff this is a pattern. The LCB’s gross
sales increased 6% between Fiscal Year 2oo0 and 200L A 4% growth is expected for
this Fiscal Year ending June 30, 2002. The revenue estimates recently presented to the
Forecast Council project a ~’.9% growth rate this upcoming fiscal year and ~.33% growth
for each of the following two fiscal years, assuming no change in operations.

Consumption trends:
With the changes in the economy in the past twelve to eighteen months, the liquor
industry is also experiencing change. Industry research indicates that about two-thirds
of the U.S. adult population consume beverage alcohol. The majority of people who
drink do so lightly or moderately. However, lo% of all American drinkers consume 57%
of the entire U.S. market.

Market research also indicates that while certain product areas are showing growth,
such as the wine market and premium distilled spirit blends, the overall consumption of
alcohol has been declining for the past several decades (see "Product Trends" section on
page 3 for more information). Factors affecting this trend include:

> Stricter legislation against drunk driving
~ Stricter legislation against the sale of alcohol to minors
~ Interest in more healthy lifestyles

Between 1987 and 2997, the Bureau of Labor Statistics reported the average annual
consumer expenditures on alcohol beverages dropped 24%, from $408 to $309.
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However, there are some industry experts who believe that this trend will start to
change and take an upward swing in the next several years as the children of baby
boomers reach drinking age, creating a "baby boom echo" effect.

Consumer profile:
Age, gender, education, and income are all factors that affect buying patterns for alcohol
beverages. Some of the significant factors include the following:

Baby boomers are aging. Everyday more than lO,O00 people in the U.S. turn
5o, and this trend will continue through 2o14. People over 50 have more than
half the nation’s disposable income. Seventy-four percent of Americans with
incomes over $5o,ooo drink alcohol. Older drinkers tend to choose distilled
spirits and wine over beer. As this population segment continues to increase,
it is expected these buying trends will continue.

Increasing wealth is creating a more mainstream market for luxury items. In
addition, two-income families significantly contribute to the increasing
wealth. More affluent consumers spend disproportionately more on alcohol
beverages and drive growth in premium categories.

People are more educated than ever before. Seventy-six percent of college
graduates drink.

The young adult population, a group that tends to purchase more beer, has
been stagnant for a number of years but is projected via the "baby boom echo~
to grow in the current decade. Projections indicate the legal drinking age
population in Washington State will grow almost 20% between 2o0o and
2o14. The impact of this growth in drinking age adults will put more pressure
on retail liquor store penetration leveIs.
The growth in households without children sets the stage for a positive alcoho!
beverage climate.

While people who consume alcohol are more likely to be males and to be
younger than 65 years of age, women represent a growth niche as they earn
more money.

Consumers live at "warp speed" and are ever more demanding. Retail services
are in general experiencing a more complex consumer with. heightened
expectations.

Retail Services Business Plan - Chapter 2 Market-phce and Operating Envkonment
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P~oduct tre~ds:
As with consumer niches, some products are experiencing growth While others are fiat
or declining in market share. For instance, while beer is the most popular alcohol
beverage in the country, it is losing market share to wine, while consumption of hard
liquor is basically fiat (except for some premium brands). This shift in consumption
patterns is summarized in the following chart.

Preferred Beverages of U.S. Drinkers

~99~’ 47% 27%
~994 41°/o. 29%
~996 d6% 27%
I~7 45% 32%
~998 42%

Gallup Pol!, ~ep~eraber ~999

21%
18%
2O%
18%
19%

3%
3%
6%
4%
4%

Washington State liquor store trends are fairly consistent with national trends.
However, Washington consumers’ preference for wine tends to be higher than it is
nationally, while it tends to be somewhat lower for beer. Research provided by the
Washington Restaurant Association indicates that wine is most popular in the Pacific
region compared to all other regions of the country. For example, in the Pacific region
55% of alcohol consumers drink wine when dining out.

The trend of ~buying up" to more expensive brands is represented in Washington liquor
stores. Over the last twelve monet,s, the highest growth category" for spirit case sales is
in premium products, as the chart below illustrates.

LCB Distilled SpLdt Sales T~ends

[Flavored Vodka
lqavored gm
Cognac

] Scotch, Single Malt

3,514

6,747

1,970

1,735
31

4,911
8,273
2,343
1,970

35

36%

23%

19%

14%

13%

The same trend is true with wines. High-end wines are the fastest growing category.
Estimated sales of wines reta~g at $25 and up ai’e exceeding ~% annual growth.

~ ~emdces Business Plan - C’hapre~ 2 Marketpbce and Opesating Environment
Page 3
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Actual sales of spirits, wine, and beer through 2ooi by gross dollar sales and liters sales
are presented below. Since 1998, sales inc~easds in spirits have been fairly steady. Wine
sales experienced ]arge increases in 1998 and 1999, primarily as the result of the focused
efforts of the LCB’s W’me Program Manager that was hired in ~996. Since this ]arge
growth spurt, wine sales have predictably leveled off.

Ciders and malt beverage~ represent a small portion of total sales, and tend to have
inconsistent sales patterns that are driven by product introductions and supplier
promotions. Ethyl alcohol sales are also a small percentage of total sales and have a
specific market niche of sales to hospitals, clinics, eta

WSLCB Sales Trends.1998-2001

6.40%
2.61%

2.26% 2.79% 2.04%
10.65% 6.80%

232.55% -118.58% -80.21%
¯ -10.80% -6.93% -45.42%

4.28% 6.03% 16.42%
The alder categond wa~ crem’~l in 1996, per a ct~mg~ to the bcvcrag~ alcohol ta~ law. !~rior to
1996, most cider produa~ were taxed at the rate for u~nes, which is a substantially h~gher tax
rate,

In Washington, sales in gross dollars have outpaced liter sales, which is consistent with
the national trend~ of people "buying up." At the same
time, consumer and product research reinforces the
notion that particular niche markets provide growth
Ol~portunities, at least in the foreseeable future. This
reinforces the need to monitor trends elosdy, purchase
and merchandise wisely, be knowledgeable about
products (particularly higher end items), and provide
great customer service to a more demanding customer.

Services Business Plan - Chapter 2 Marketplace and Opiating Environmcmt
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As our population continues to mature, customer accessibility and convenience will
become even larger factors in the operation’s ability to be responsive to customer
expectations. These trends, combined with the state’s continued population growth,
mean that careful selection of new outer locations and models will also be important to
maintain market penetration levels and maximize revenue generating opportunities.

Drinking age population increases while number of liquor stores decline:
The number of liquor stores has declined since the 198os, and the drinking age
population has increased.

In 199o, there were 3,387,536 adults age al and over in Washington State. By 2OOl, this
number grew to 4,195,n9, reflecting a 23.8% increase within this population.

The number of liquor stores peaked in the early 198os at. 18o state-run stores and 188
contract stores. By 20oo, the number of state-operated stores decreased to the present
157 stores. The following chart also demonstrates the annual increase in the number of
private licensees served by state-run and contract liquor stores.

Population and LCB Store Trends 1940-2001

1,736~191 2,378,963 2,853,214 3,413,244 4,132,353 4,866,692 5,974,900

51               101               101              110               173               171 157

134 142 160 167 182 176 tSS

1,sT, ~17~ ] lr080

While total population growth is not expected to be as rapid, it is projected the number
of drinking age adults will reach 4,434,o47 by 2om. As the chart on the next page
indicates, the average number of adults and licensees served by each store will continue
to increase during the next eight years, unless there is an increase in the current number
of stores.

Retail Seaafces Business I~Lan - Chapter 2 Marketplace and Operating Eavironmeat
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Average Adults Served Per Liquor Store
1990 ~ 2010

15,251
Population 21+

4,788
Average Adults
Per Stor~

The 1999 Deloitte & Touch Retail Business Plan reported that the number of
Washington State liquor outlets per loo, ooo people was significantly lower than the
U.S. average, and lower than the average in most other control states. Population
growth continues to put pressure on the LCB’s Retail Services, particularly in the higher
growth counties.

Projected Population Growth-Top Ten Counties.in Washington
2000-2015

Statewlde

Stevens

San Juan
Ma~n
Jefferson
Skagit
Thurston
Whatcom
Cowlitz
Clark
Snohomish

Population growth, particularly in high growth areas such as those listed in the above
chart, makes it challenging to effectively penetrate the market and provide adequate
customer service during peak buying periods.

Retail Services Business Plan - Chapter 2 Marketplace and Opexating Environment
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In line with a growing adult population, dollar sales of alcohol are also increasing. The
following chart shows the increase in dollar sales in relationship to the number of stores.
In looking at this chart, it is apparent that gross dollar sales have grown at a faster rate
than retail outlets.

Sales History & Number of Stores

600.00

500.00

400,00

3O0.00

200.00

100.00

0.00

531.7 Million in
Gross Dollar Sales

312 Sto~s

Beginning in 1997, the number of liters sold per FTE increased by lo%. During 1999-
2ool, the ratio of liter sales per FTE continued at a higher rate than any previous period.
It is anticipated this ratio will continue to increase somewhat during the next three
years, as additional FrEs per store are not planned. The chart below shows the history
of liter sales. There has not been a proportional increase in personnel.

LCB Sale of Alcohol in Liters

40,000,00.0
35,000,000
30,000,000
25,000,000

~ 20,000,0o0
15,000,000
10,000,000
5,000,000

0
1935 1945 1955 1965 1975 1995 2001

]~iscal Year

35,218,378 lira,s

¯ 28,63t,633 ]it~s

6,236,266 litexs

~ Sp~t~
~ Wine
’ ~:-’.. Total

Retail Services Business PLan - Chapter 2 Market-place and Operating Environment
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Profits and tax Collections increase:
Consistent with sales growth, there has also been growth in the amount of taxes
collected and profits generated and distributed to the state general fund, local
governments, and health care funds. Between 1992 and
2ool, there has been almost a 33% increase in.
distributions. The chart on the next page shows the taxes
and revenue distribution for Fiscal Years1991 through
200I:

Out of the eighteen states that directly control liquor sales,
Washington state ranked third in the percentage of
revenue contributed to state and local governments at
41.1% of gross sales in Fiscal Year 2o01.~

1 Stateways magaziae, November/December, 2001

Retail Sen, ices Business Plan - Chapter 2 Maxketplace and Operafng Envlronme~at
Page 8
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How LCB’s performance tanks with others:
Other LCB results favorably compare to the. private liquor industry and other private
retail operations in a nmnber of categories, as the following chart indicates.

,/ Distnqmtions to state and local goveramenls as compared to the tightem
other control states. For the past twO yeats, Washington State has ranked in
the top threo state~.

a/ LCB’s net income was 8.7% in FY 2OOl. Private liquor stores report averages
of between ~.1% to ~.8%.~

v/ LCB’s eest of goods sold was calculated at 7a.9% in FY :~oox. Largor private
liquor stores report averages of 79.596.¯

LCB’s inventory turns ~vere 9.76 in FY 2OOO and 9.55 in FY ~ool compared to
indtmla-y.a~rages of 6.3.to7.7 for private liqunr stores.a

LCB has an order, fill rate that matches the industry.average of 95%.4

~ average sale per square foot has historically been comparable or
exceeded other control states’ averages. The current average ~ per squaro

’ foot of over $56o (±ool figure) is high for many retail businessm~

Retail Services management is committed to looking at ways of eontin~ng to improve
lirofitability and create efficiencim whih providing quality customer sin-vice. The
Washingto~n State University Customer Survey that was ecrmpleted in ~999 showed that
this goal is being accomplished, as overaIl customer satisfaction with state liquor.stores
ranked high. Specific questions about customer service, product availability, location,
convenience, and safety all scored consistently high.

Bizstats.¢om/liquor.htm
Same:

3Same
Doloitt~ & Tou~h~, LLP, Woahington ~tat~ Liquor Control Boar~, Retail BuMneas Plan Final Repor~ December,
1999
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What are the LCB’s opportunities?:
Within the context of the changing liquor industzy and market trends, the LCB’s RetaB
Services has a number of opportunities to buBd upon. These inehde but are not limited
to:

)~ The LCB’s new Strategic Plan _and Retail Services Business Plan will provide
solid direction for the agency’s retail operations.

The LCB has a monopoly on spirit sales in the
state.

The LCB has an experienced and stable
workforce.

The LCB buys the majority of ils product as
b~hnent inventory, which means the product is
not paid for until it is shipped from the
Distn’bufion Center.

The LCB is in the process of contracting for a new MerehRudising Business
System (MBS) for state-operated stores. This will dramatically in~ the
type and availability of data at all levels of the operation. Once functional, the
MBS will greatly improve the ability to manage store operations, purchasing,
and d~stn~bution using best business practices.

The new LCB management team is focused on making the Retail Services
operation a leader in the industry, and to continually evaluate and review
opportunities ~ror new improvements. Areas being irocu~ed on incJude:
¯ De~eloping pedormance standards for stores to maximize the efficient use

of resources.
¯ DeveJoping purchasing, merchandising, inventory control, and

di~ribution 8y~tems~ased on tran~on data.
¯ Developing store siting and leasing strategies consistent with best bl~iness

praetie~.
"̄ Hiring people with the skills needed to imp]ement the business plan.

¯ Creating the management tools, reporting meehanisms~ and accountabillt~.
to suppOl~ the new direction for Ret~l Services as outlined in this plan.

Washington State’s population will continue to grow, a]though at a somewhat
slower rate. This fact, combined with aforementioned demographic trends,
will result in a stable, and in some cases or areas increasing, demand for LCB
products.

Retail 7x:rcic~s Business Plaa- Ch~pt~ 2 Madrctplac~ and Ope-tad .ng Eavironmmt
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What are the LCB’s challenges?:
While the LCB has many opportunities to build on, there are also significant constraints
that limit the potential of the Retail Services operations These include but are not
limited to the following:

The current economic environment and state budget challenges are resulting
in decisions that will reduce operational hours in retail outlets and potentially
result in other decisions that will reduce, rather than maximize, revenue
generating opportunities.
The need to change the culture of the operation to focus on best business
practices as management tools and programs outlined in this plan are
implemented.

The LCB has marketing and advertising limitations unlike other businesses.

The point-of-sale system being used at state-0perated stores has very limited
transaction data capacity. Information needed cannot be captured in the
present system, limiting analysis of the operation. Systems at contract stores
are also independent. The new MBS is scheduled to be fully operating by
dune 2003 at all state-operated stores. Obtaining trausaction data from
contract outlets for management purchasing and inventory control purchases
continues to be an issue.

The new Distribution Center opened at its Seattle location this spring with a
new automated material handling system. The material handling system is
functioning and meeting its off-peak season daily shipping demands,
Solutions will be implemented to meet shipping demands for the holiday rush
and continuing growth demands. The LCB has negotiated with the material
handling system contractor and has reached agreement on solutions to
increase shipping capacity to the Board’s desired level. As of July 2o62,
initial steps to integrate these solutions into the system are underway, and are
to be completed by the end of September 2oo2. Labor needs associated with
eperating and maintaining this system due to increasing shipping demands,
particularly during the holiday season, .are an issue and are being addressed
through a decision package request for the 03-o5 biennium.

Currently, the state’s appropriated funding process hampers the LCB’s retail
operation. Resource allocation or re-allocation decisions that the agency
would like to make in response to fluctuations in the marketplace currently
must be addressed via requests for appropriation changes through the state
budget and decision package processes.

The Future:
The LCB’s Retail Services is looking forward to continuing to create systems,
effieieneies, and programs as a standard bearer in the industry. Specific plans for how
this will be accomplished are outlined in the next three chapters of this business plan.
This plan will be reviewed and, as appropriate, revised as more information is available
or as environmental conditions change.

Retail Services Business Plan - Chapter 2 Marketplace and Operating Enviromnent
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The Liquor Control Board (LCB) operates a large, multi-outlet retail and
wholesale business and is au important revenue source for its investors,
Washington Stale taxpayers. Annual gross sales-
exceed one-half billion dollars. Dnring !he past
two fiscal years, over 40% of the gross sal~s
generated by LCB operations (including income
from licensing and enforcement division~) have
been returned to state and local governments to
support a variety of.different programs. This
distribution in revenues and taxes collected
comes after all of the agency’s administrative and
other program expexmes have been funded,
including the licensing, enforcement, and
education functions of the LCB.

A~ mentioned in Chapter 1, Washington State is one of eighteen control state
systems in the country. All control states operate within what is called the "three-
tier~ system. The three-tie~ system zequires that all alcohol beverages sold in the
state be distributed through a three-tiered supply chain that includes a
manufacturer, wholesale distn%utor~ and retailer. The LCB is the sole wholesale
distributor of spirits and the sole retailer through its 157 state-operated and 155
contract stores. Restaurants, dubs, and other facilities that serve distiIled spirits
must purchase their spirit~ from a LCB state-run or contract ~tore, and must buy
wine and beer from a licensed wholesale distributor.

The LCB divisions directly related to the retail operations (Retail Services,.
Purchasing Services, and the Dism~ution Center) combined have 675 budgeted
FI~. As stated in Chapter 2, the coIlective efforts of these divisions p~luce
results that meet or exceed some private industry and other control state system
results. There are a number of reasons for this success, including:

)> A monopoly on spirit sales

)> Seasoned employees that are experts in the industry

)> A bailment inventory system that allows the LCB’s Distribution Center to
hold a large percentage of its inventory and not pay for product untl"I it is
shipped out to stores

~ The amount of taxes collected on sale~

Good relationships with stakeholders and suppliers
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Centralized distribution system
Lean staffing at state-operated stores

Commission formula for contract stores
The margins and large-scale of the operations

Consistent with the LCB’s strategic goals, management continues to l~k for ways
to increase the bottom-line while maintaining quality customer service. As such,
in conjunction with the strategic planning process and the development of this
business phn, teams were formed to look for opportunities to improve the
business" operations in the following areas:

2o

Revenue enhancement oppormnitie~s and best pmqt~ce~ in retM1
0_veration~ by identifying sales growth opportunities, expense savings
opportunities, o~ some combination of both for retail operations.

Revenue enhancement opportunities and-best practices in who|e~Je
operations by identifying sales growth opportunities, expense savings
opportunities, or some combination of both for whblesale operations.

3. Distribution and p.L~rchas~n_g: with particular emphasis on how to fevorably
impact the Cost of Goods Sold.

4- Customer service and store presentation, with particular emphasis on in-
store merchandising and design strategie$.

5- Management tools and technology, with employees identifying
management systems, reporting, quality control, or corrective action tools
for system improvements.

This business plan incorporates the best ideas and opportunities developed
through the co]lective efforts of LCB staff, stakeholders, and other experts in the
industry.

Retail Operations:
Within the context of preventing the misuse of alcohol and tobacco through
enforcement, education, and controlled distn~bution, a goal is to maximize
revenues via the retail operations. Enhancing the bottom line in retail sales while
maintaining high customer service requi~es a focus on basic best business
practices whenever possible. This is a change of orientation, since bottom line
considerations have not been the historical focus. Basic information needed to
make many decisions and evaluate the profitability of individual stores has not
been available, nor in some cases has management had the specific retailing skills
to implement best practice approaches. In addition, working within the context
of appropriated funding restricts management’s ability to respond to market

Remfl Services Bus~ess Plan - Chapter 30pc~fiom
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changes quickly and invest or re-invest resources- as needed to optimize
profitability.

During this past year, a new management team has come on board and is looking
at the bottom-line. While the operations have performed well in many ways in
spite of the aforementioned challenges, management is committed to doing
better.

The short-term opportunity is to focus on training and refocusing of store staff
and managers on performance and bottom-line considerations while the new
Merchandising Busifiess System (MBS) is being .installed. Once installed, the
MBS will provide transaction data at the store level for state-operated stores.
This will be a tremendous tooi in being able to manage by the numbers.

The intended refocusing is already starting to occur. As a result of the collective
"efforts of many people at all levels of Retail Services, a number of opportunities
for enhancing profitability have been identified. Initiatives considered essential
to operations are presentecl in this chapter. Many other opportunities were
brought forward and are still on the table for future implementation or further
iesearch and evaluation. Some of these opportunities can be implemented now
(this upcoming fiscal year), while others are planned for the upcoming biennium
and beyond.

Relocate the least profitable stores: There are many variables to
consider in making decisions on store relocations. There are also many
variables that effect what the net impact such decisions have on total sales
and aggregate profitability of the total operations. The following steps will be
taken in making these decisions:
¯ Establish performance standards for state-operated and contract stores.
¯ Once standards are established, review all stores against these standards.
¯ Develop a list of the least profitable stores and prioritize the ones that are

achieving the least return, and make determinations as to what to do next
(e.g., corrective action, training, relocation, etc.). "

While the establishment of standards is in the process, an example of possible
standards for state-operated stores follows:

Revenue return ratio: The opportunities for stores to generate revenue
for state and local governments is via tax collections on sales and net
income. A formula that takes into consideration both taxes and net
income or net losses is:

Taxes collected plus net profit or minus losses
(divided by)

Sales for reporting period

The resulting ratio is an indicator of how much return a store is
generating. A 25% return is suggested as ~ minimum threshold, with

Retail Services Business P~m - Chapter 3 Operations
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some consideration given to a store that has disproportionate
Wholesale sales volume.

Second tier criteria tv be used for those stores that demonstrate a
mirfimurn ~5% return could be as follows:

Average sales per square foot: A minimum for review would be $35o
of sales per square foo~. A next step wo~ld be to determine what could
be done to increase-this sales rate to af least $4oo per square foot via
training or corrective action.

Sales to FIE ratio: A minimum for review would be the average store
FI~ count divided by the average sale. If this minimum i~ not met,
deternfine what could be done to increase sales ~ FTE via training or
corrective action.

Proximity to other state-operated or contract outlets and net revenue
im__~I~_~_: Determine ff any other stores are within a fiveto ten mile
radius of the store under review, with consideration given to whether
it is in an uxban or rural location an~ acJ:essibility to licensee accounts.
A~suxning stores within five to ten miles of a closed store will absorb a
portion of the clo~ed store’s business, estimate the net revenue loss of
the closure.

The preceding sample~ of performance standards assess the net reh~n to
g~ate and local governments and consider other pefformfince factors in
making a relocation ~lecision.

If relocation is a consideration, projections would be required to
determine a break-even sales point and asses~ the feas~i]ity of breaking
even within a two-year, period, paxticularly if any fixed expenses might
change, such as rent. The strategy for relocations is to identify high-traffic
locations that have similar ctmtomer demographic~ that would result in
higher sales and revenue return. An example would be moving into
existing locations next to grocery stores, or a mall where a grocery store is
an anchor tenant. ’

The goal in this process is to make thoughtful decisions regarding .what
action(s) aze most appropriate to take of aIl. thd stores in aggregate, with
the end goal to maximize revenues and improve customer satisfaction.

I~¢u~ Sc~wlc~ Bufinvs~ Plan Chapter 30p~ation~
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3Q

Open additional retail s~ores: The market trend data presented in
Chapter , indicates there are opportunities to sdecdvely expand via the
opening of new stores, particularly in the state’s highest growth areas. As the
data indicates, fewer stores are serving more people per capita than ever
before. In some cases, stores’ capac~y is very stretched, particularly during
peak buying periods. These indicators, coupled with the fact there are
particular growth nic~hes, point to’the opportunity to add a limited numberof
new stores during the nex~ biennium. The goal is to open five new stores
during thenext biennium.

Projections and assumptions for a one new store and a four new store
scenario are presented in the Financial Plan section. The investment is
projected at $45o,ooo per store for the biennium. The projected return on
this investment over two years (including profits and taxes collected) is
$1,637,29b. For five stores, given the assumptions made, the investment is
~2,250,000 f0r-the biennium with a returnof $4,~-26,48o.

There is also an opportunity to ~xpe~iment with pilot store concepts, such as
a hybrid contract store (a contract store ~dth a negotiated commission
structure and 0pomtional standard~). Currently state contract stor~ do not
have performance standards built into their contract. As With state-operated
¯ stores, a next step .in evolving to best business .practices is to establish
performance expectations.

Develop a store siting and leasing strategy: As occupancy costs
become a bigger expense ~actor and as the operation focuses on maximizing
revenues and efficiencies, the siting or relocation of stores is an important
consideration. As mentioned previously, it is important that stores being
considered for relocation are weighed against agreed-upon performance
standards. It is also essential to have standards for new store opportanitie~.
In addition, having criteria for ev~uating lease opportunities and
maximizing location decisions is extremely important. Options with respect
to leasing strategy are currently under review. One option being considered
is having the Department of General Administration perform leasing
services.

4~ Sell Hquor-related accessories in the state-operated stores: This is
an opportunity to better serve customers and generate additional revenue.
Merchandise that rdates to fiquor sales, such
as mixers, corkscrews, bottle bags, bar books,
gift c~rds, swizzle sticks, shakers, wine
stoppers, etc, are all items that would be
convenient for customers to buy along with
their liquor purchases. This type of
merchandise also has larger profit margins and
requires limited space for .merchandising. If

.Retail Services Business Plan - Chapter 3 Operations
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there is agreement to move forward with this opportunity (a RCW change is
n~ded), a first step in implementing this strategy would be to conduct a
customer survey to determine the best product, mix, and to consult with
stakeholders. A conservative estimate of sales potential for selling liquor-
related accessories is $2,ooo,ooo over a two-year period.

Acquire and strategically place plastic hand shopping baskets at
state-operated stores: This is a small investment with good return
potential. Retailing research indicates shopping baskets can increase sales,
particularly impulse purchases. Providing customers with a method for
adequately carrying multiple items, particularly with the size and breakage
potential of liquor bottles, is a worthwhile inves~nent. While stores do have
baskets now, they are too small, too old, or too few to be worthwhile or

¯ noticed, and are often not strategically located. The combined projected tax
collections and impact on net income over two yearsis $1,3/51,958 with an
investment of $15,7oo for 157 state stores.

Evaluate and possibly expand the store personnel customer service
training program: The LCB currently has an established training program
for store personnel that includes customer service training. However, since
exceptional customer service is an important perfolmaance goal-of the
operation, the. LCB will be evaluating an expanded, multi-tiered customer
service training progrmu,, such as the model currently used by the
Pennsylvania Liquor Control Commission. The Pennsylvania model is much
more extensive and is reported to have excellent results. Investigation of this
and other programs will be done to determine the best program options
consistent with resources availability.

Wholesale operations:
Sales to licensees (restaurants and other establishments that re-sell distilled
spirits) represent approximately zo% of total sales. Licensees are served by all
312 stores. In addition, there is one store in Seattle that only sells to wholesale
customers. As with other areas of the operation, opportunities to improve
customer service as well as maximize profitability and return continue to be
reviewed and researched. Opportunities on the table at this time are as follows:

Create a web-based ordering system for licensees: Enable web orders
with individual sign-on for licensees. After a licensee eorapletes an order, it
would be e-mailed to their assigned pick-up location for processing. This
would save time for licensees as well as allow store staffto better manage their
time.

Retail Services Busin~s Plan - Chapter 3 Operations
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Strpport the establishment of a delivery program: Deliver produc[ to
wholesale customers in urban areas. It is felt it would be cost-prohibitive for
the LCB to operate this service. However, ff demand warrants, the LCB will
help promote outsourcing this to a private delivery service or services.

Purchasing and Mezchandising:
A~ the Deloitte & Touche Retail Business Plan emphasized, leading retailers
generaIly use a merchandising strategy which sets the course foz product
sdecfion, o~derlng, product allocation to stores, store hyout~ and shelf and
category management. The LCB has policies and systems for p~oduct selection,
purchasing, and distribution: However, there is not an overall merohandi~ing
strategy currently in place, nor shelf or category merchandising programs. In
addition, the Purchasing Division is current!y using an aged foreea~ing ~nd
reorder system that does not operate on modem inventory~ management
principals.

With the implementation of the MBS in June 2oo3, transaction data from state-
operated stores will be available. Hnwever, to function in the more so.eared
environment of changing niche markets that are described in Chapter 2, more
focus in this area is needed.

Successful merchandising programs can generate sales and maximize nmrgins.
particularly in a changing marketplaca Input from manufacturers suggests an
effective store mexchandising p~ can
increase sales between two and three percent,
although the specific success rate is difficult to
prove as there axe many variables that impact
sales trends.. If only a 1% increase were
r .ealized, the LCB’s annual sales would increase
by over $5,ooo, ooo. This opportunity is
supported by research that indicates the
maj6rity (66%) of consumer decision making
occurs in the store and that today’s customers
make choices quickly after minimal search-and
price comparison. A store-merchandising
program can:

Promote ease of product selection
Encourage impulse purchases
Optimize shopper trade-ups
Help minimize out-of-stocks

Make product mix decisions and inventory control easier

Retail Se_~ices Bushews Phn - Chaptm: 30petatiom
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Initiatives in this area include:

L-Yeate a merchandising program atthe store level: Basic dements
of a merchandising program would include, but not be limited to, the
following:

Optimum product selection
Uniformity of look in state-operated stores

Effective category and shelf management programs

Consistency with current design concepts
Expanded training for store managers
Maximum use of floor and shelf space.

Consistent mad effective signage

Flexibility in fixturing

There is also a need to work with contract stores to implement
merchandising strategies on a store-by-store basis.

A key component of this initiative is to create a Merchandising Manager
position to focus work in the above areas in an .unbiased way that is
supported, but not reliant on, suppliers. This opportunity is similar to when
a Wine Program Manager position was created in 2996 to specifically focus
on the purchasing and merchandising of wine. Since this position was
created, wine sales rose from $29 million in 1996 to over $36 million in
The result of this focused effort has been impressive growth. There is a
similar need for focusing on the merchandising Of other products in tandem
with the wine program.

Acquire shelf management software for liquor store operations:
In combination with the establishment of a Merchandising Manager
position, shelf management is needed. Proper shelf management, based on
an impartial review of sales history and category trends, can lead to increased
profits by encouraging consumer purchases of higher priced, higher profit
items. The liquor industry is one of the few businesses that has shelf
merchandising software particular to the industry. This software
incorporates a large amount of research on buying patterns and strategies for
maximizing sales.

Develop a category management program: A category management
program would optimize product selections and mix, and should take into
account the LCB’s unique position in the marketplace with respect to selling
and availability of spirits and customer service goals. Input from customers

Retail Services Business Plan - Chapter 3 Operations
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well as store personnel is needed to determine the best approach to
managing product nfix.

Reduce Costs of Good Sold: In addition to establishing a merchandising
program, a number of other opportunities are being considered to either
increase ~ales o~ .reduce the Cost of Goods Sold. While reviewing ways to
control purchasing costs is ongoing, a goal has been established to reduce
Cost of Goods Sold by 1% during the next biennium, from 7t.5%to 70.5% of
gross sales. Examples of steps planned to support this goal include:

Increasing the number of times distilled spirits suppliers are allowed to
offer costs reductions from five times a year to six times a year

Work with suppliers-to devdop a. discount program for net ~en-day
payment terms

Review opportunities to increase bailment inventory

A just-in-time ordering system, using MBS and purchasing software
previously mentioned

Increased distribution efficiencies

The retail price of liquor sold in state-run and contract liquor stores is
determined by five elements:,

1. Distiller’s, brewer’s, or vintner’s price to the Board
2. Federal taxes--exclse tax rates on all liquor, plus castom duty rates on

imported liquor
3. Freight costs
4..Markup which is controlled by the Board
5. State sales taxes that arc set bythe State lagislature

On the following page ib a breakdown of how the above elements are applied to
the pricing of one bottle of liquor.
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WHERE YOUR
LIQUOR DOLLARS GO...

FEDERAL T.o, XE S

$2,14

DISTILLERY PRICE

$ 3,06

FEDERAL AND STATE TAXES AMOUNT TO $ 5.G4 OR 46,00 P ER~3ENT OF 1HE $11 °75 TOTAL PRICE,

For wholesale accounts, astandard discount is given. Discount rates and tax
exemptions are also established for Tribes and military establishments.

For spirits, the Board approves all new product, listings, and these products have
twelve months to meet profitability requirements.. Spirit listings are
recommended to the Board by the Purchasing Services Director, using
established criteria. Wine listings are recommended to the Board by the Wine
Program Manager, with input from the Wine Advisory Committee. Wines are
available for general distribution to all stores or are distributed to "hub stores,"
who receive wines that are bought in smaller quantities and act as a regional hub
for’other stores in the area that may wish to sell these products. Existing
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products are reviewed annually to see if they meet the profitability standard for
their product class.

The markup the Board establishes on products, and the resulting margins made
on sales, is the key determinant of the Cost of Goods Sold percentage. In
conjunction with the goal of reducing the businesses Cost of Goods Sold, a review
is being done to determine opportunities to increase margins on specific products
to support the Cost of Goods Sold reduction goal.

Inventory. management:
Inventory management is a key component of purchasing and merchandising.
Knowing where stock is~ what is in stock and out-of-stock setting inventory
levels, and managing inventory turns and special order programs all affect
purchasing and merchandising decisions. The Point of Sale system provided by
the FIBS will result in havingnaew data available from state-operated stores and
the Distribution Center. This will be a dramatic improvement in managing
inventory levels.

During the next three years, managing inventory levels will be a third way of
reducing the business’s Cost of Goods Sold. Results of this effort will include the
following:

Reduce current inventory levels at the store level by June 30,
2003: Inventory levels at stores have increased during the past several
years as the result of a number of factors. Inconsistent or less frequent
deliveries of product during the time the new Distribution Center was being
built resulted in stores stockpiling inventory to ensure they did not run out.
The new Distribution Center is now open and meeting its off-peak season
daily shipping demands, which will eliminate the need for the stores to
stockpile. While this inventory reduction will not result in any appreciable
change to the LCB’s long-term Cost of Goods Sold, it will have a small impact
on the Costs of Good Sold percentage during the time when inventory levels
are being reduced.

Revamp the special order program to significantly reduce the number
of special order items that are sitting on store shelves and not achieving
acceptable inventory turns. A number of suggestions have been made on
how best to refresh the special order program while improving customer
service, These suggestions will be evaluated and policies or distribution
strategies modified as needed. Training at the store manager level is al~o
needed to implement whatever strategy(ies) are chosen.
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Increase inventory turns in state liquor stores: The goal is to
increase inventory turns from the current 9-55 turns per year to lo inventory
turns per year by June 3o, 2oo4, and to lo.5 inventory turns by June 30,
2oo5. Achieving more inventory turns will result in improved profitability
for the business, and will produce sales and/or reduce the Cost of Goods
Sold.

Charge a flat rate restocking fee of $25 for licensee returns: This
fee would only apply to changes in liquor selection, not ordering or shipping
mistakes. It is not expected this would generate much revenue, but would
help recoup restocking costs at the Distribution Center or result in fewer
returns. Charging a restocking fee is a standard in the retail industry.

Good data is needed to achieve the efficiencies and results soaght in the areas of
inventory management, purchasing, and merchandising. The MBS is scheduled
to be functioning by June 3% 2003. As previously mentioned, this will be a
tremendous improvement. However, only half the stores (the state-operated
stores) ~ be on this system. To be able to function effectively on a system-wide
basis, the 155 contract stores need to be part of the MBS as well.

Distribution:
The missioa of the LCB’s lffluor Distribution Center is to ensure the timely, safe,
and efficient receipt, storage, and shipment of spirits, wine, and beer to the 3m
state-run and contract liquor stores and to tribal and military outlets located
throughout the state.

As part of the agency’s plan to modernize the state’s liquor retail and distribution
systems; the LCB’s original Distribution Center was replaced with a new 160,ooo
square-foot facility on the existing Seattle site. The LCB has been operating out
of the new Distribution Center as of April, 2oo2 with a new automated material
handling system to process the approximately 17,ooo eases of liquor shipped out
of the facility each day.

The material handling system is functioning and meeting its off-peak season daily
shipping demands. The LCB negotiated with the material handling system
contractor and have agreed upon solutions to increase shipping capacity to the
Board’s desired levels. AS of July ~oo2, initial steps to integrate the solutions
into the system were underway and will be complete by the end of September
20o2, in time for the holiday rush.

The Distribution Center maintains a daily inventory level of between 400,000
and 50o,ooo eases of liquor, depending on peak periods. The receiving
department processes receipts from approximately 33o domestic and
international shippers. Local freight carriers transport product weekly to the 312
retail outlets. In 2ool, shipments increased from 3,75~,318 to 3,825,320 eases.
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Daily shipments increased 2.9% over the previous year, with weekly totals of
approximately 77,443 cases.. The October through December, 9ool holiday
period saw daily receipts and shipments as high as 45,000 eases.

Having a rehable and responsive distribution system is essential to the success of
the overall operation. As such, the following strategies have been established to
support this goal:

Level out the Distribution Center’s shipping volume over the
course of.a week: The Distribution Center has historically experienced
substantial peaks and valleys in shipping volumes over the course of a vceek.
The intent is to work with shippers to even out delivery schedules over the
course of a week so there is more surety for shippers and less waiting around
time, and more surety for the stores.

Consistently achieve a delivery fill rate of 95% of available
product: In order to accomplish this goal, the staffing at the Distribution
Center needs to be modified and spare parts inventory acquired. In March
2002, the Pinnacle Consulting Group completed an analysis of the FTE labor
requirements to manage, operate, and maintain the Distribution Center.
Projections show the Distribution Center needs 64 gFEs to achieve a
throughput of 17,000 cases in an 8-hour shift. In addition, projections
indicate a second shift will be necessary from September through December
to meet daily output requirements during the peak holiday season.

It is also important that the Distribution Center has spare parts readily
available as existing parts break or wear.out. Any downtime affects deliveries
and availability of stock at stores. Because the vendor is from overseas, some
parts are not readily accessible. The plan is to obtain an inventory .of small
parts from the vendor to be physically located at the Distribution Center.

Complete inventory cycle counts at the Distribution Center
without stopping deliveries: In the past, the Distribution Center has
shut down for two to three days in order to do a wall-to-wall inventory count
on paper and transfer the information to the inventory system. This process
impacts ,delivery schedules and product availability. A method is being
developed to conduct year-around cyele counts with real-time inventory
accuracy. These cycle eotmts will give purchasing, retail, vendors, and the
Distribution Center a real-time snapshot of current inventories, instead of a
one or two times a year inventory. This will speed up discrepancy
reconciliations and provide a higher rate of inventory accuracy.
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The Management Team:
There is a new management team at the Liquor Control Board (LCB).
~0o9, new persons have come on board in the following positions:

Administrative Director
Financial Services Di-dsion Director
Retail Services Division Director
Information Technology Services Division Director
Licensing and Regulation Division Director
Policy, Legislative, and Media Relations Division Director

During

The Board, along with its new management team, is Setting a new course. This
restrueturecl organization underscores the Board’s eommltment to greater
operational effectiveness with increased effieieneies. The management team
remains committed to preventing the misuse of alcohol and tobacco through
education, enforcement, and controlled distribution. Within this context, this
management team is also committed to maxim~ng revenues to the state’s
taxpayers by operating a dynamic and efficient retail and wholesale liquor
business.

The new Retail Services Director has over 25 years of successful retail experience
in bottom-line results, troubleshooting, and personnel managementwith the
emphasis on team building. He has been instrumental in setting the new course
for Retail Services.

Management tools:
To support the new course for Retail Services, a culture change is occurring--one
that uses management tools that have not been available or used at the store level
where business actually occurs.

Goal setting at the store level: Winners keep score! Part of the new
management direction is to establish measurable standards in stores and to
budget at the store level. This will be a large factor in supporting the culture
change to a business-oriented perspective. Long-term, the MBS is essential in
making this happen. Short-term (during this next fiscal year), the process will
startby:

Making adjustments to the Agency Financial Reporting System (AFRS) to
allow for an accurate breakdown of expenses by store.
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With this adjustment, producing income statements by store. Month-end
statements will show the bottom line profitability of the stores.

Once this capacity is achieved, establishing monthly or daily goals. Prior
to the implementation of MBS, the LCB will develop a simple tracking
sheet for all store employees to see and monitor progress against.

Training on how to set goals and motivate by tracking this information will be
a focus during this next fiscal year in anticipation of having even more
capacity once the MBS is implemented.

Merchandising Business System: As previously mentioned, the~
implementation of the Merchandising Business System (MBS) will have a
major impact on the operation’s ability to
manage by the numbers and implement best
business practices. The MBS package w~l
enable the LCB to link key business
components together into a single, functionally
sound retail supply system that provides
aommon business components found
throughout today’s retail industry,. It will also
transition the LCB from an inventory-based
system to a transaction-based business model.
Key flmctions thatwill be integrated include:

Retail sales: Processing special orders, point-of-sale, returns, scanning,
credit/debit card processing

Merchandising: Purchasing, inventory control, product replenishment,
product forecasting

Financial: Accounts payable and receivable, internal audits, tax
payments

Distribution Center: Interfacing with the MBS regarding receiving,
shipping, transfers, physieat inventory, special orders

The benefits anticipated from this investment include:

Increased system reliability and a more complete, accurate, and timely
picture of the LCB’s retail business

More efficient purchase order management

Greater accuracy in product inventories
Improved customer service at the point of sale

Enhanced productivity
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The MBS is targeted to be fully functional and ready to deploy at the state.
operated stores by June 30, 2003. During this next fiscal year, MBS set up
and training will be a primary focus of management.

Also, as mentioned previously, there is a need to integrate the .~55 contract
liquor stores into the MBS so it will be functional’system-wide. Until this
occurs, two separate data collection processes will be in place. The contract
liquor stores currently operate under independent point-of-sale systems and
report only at pre-defined intervals. In 2ool, contract stores outlets
accounted for 13.1% of total gross sales. The transactions associated with this
revenue need to be part of the MBS in order to provide a true and accurate
picture of sales, inventory, distribution; and profit margins.

One overall financial data tracking system: The Agency Financial
_Reporting System (AFRS), the Comprehensive Agency Financial Reporting
System (CAFRS), and internal reports all have differences, including
reporting timeframes and particular expense codes. This is not atypical.
However, the goal is to have one overall financial data tracking system that
will be able to respond to different reporting needs. Implementation of the
MBS is a large part of accomplishing this objective. The MBS is a general
ledger-driven system. In order to upload into current state systems, a
crosswalk from the MBS general ledger to the state AFRS is needed. This will
take some time to accomplish but is doable. The goal is to have this done by
the end of fiscal year 2005.

Enhanced telecommunications network infrastructure: Currently
stores communicate with host systems through a dial-up connection. The
connection speeds are slow and data transnfission is not secure or reliable.
Retail Services is unable to take advantage of advancements in security,
software versions, and e-business solutions due to the limitations of these
dial-up connections. On-site visits are often necessary for any needed
software or configuration enhancements.

Once point-of-sale systems are installed during Fiscal Year 2oo3, it will
become even more important to have "always-on" capability. An upgrade to
the network infrastructure would have the following benefits:

Retail employees will be able to use changing business processes such as
electronic commerce and support systems, and will have the speed,
reliability, and tools they need to conduct business in a timely and
efficient manner

Increased accountability and security of network

Improvements in customer service such as faster credit card
transactions and real-time inventory and product availability
assessment
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Electronic reporting systems, e-mail services, and Intranet and Extranet
resources can conveniently be used.with an always-on connection

Customer Feedback: Customer comments are an important management
tool. Stores currently have cards for customers to fill out if they have
comments. These cards are sent to the Retail Services administration and are
compiled and reviewed. Copies are also sent to the Board Members. Follows
up on comments is done as appropriate.

The LCB is currently working on improving how it tracks and responds to
customer comments by doing the following:

Creating a new format for customer comment cards, and having the
cards addressed directly to the Board Members

~ Creating a central point of contact for customer contacts

> Creating a database to track and categorize comments

> Reviewing the potential for online customer comment cards

~ Considering doing an annual customer survey

While an annual survey is important in order to give the most complete and
unbiased feedback, it takes resources to do. The customer survey completed
by Washington State University in 2999 cost approximately $70,000. Given
the limitations of resources, other survey options will be reviewed.

l~eward employees for performance: Successful relxtil operations have
employee performance incentive programs. This, coupled with goal setting, is
one of the most significant factors in changing an operation’s culture.
Exploring a performance-based employee reward program is part of the long-
term plan of implementing best business practices.
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The Financial Division of the LGB provides forecasting, budgeting, and administrative
support to Retail Services as it does to all other divisions of the agency. As such, a
financial forecast was presented to the Washington State Forecast Council in June 2002
that provides estimates of revenue and expenses (with assumptions) through 2005 for
Fund 335 and Fund 5ol. Fund 335 was established to pay for and pay off the
construction of the new Distribution Center. Fund 5ox accounts for all the revenue and
expenses of the LCB operations, although the majority of both revenue and expenses are
associated with Retail Services operations.

Projections:
Through this business planning process, opportunities have been identified for
increasing revenue as well as decreasing expenses that were not incorporated intothe
June ~oo~ forecast. An overview of assumptions associated with these opportunities is
presented in the chart beginning on the next page. If all these opportunities are
pursued, a total projected investment of $3,42%o82 will be needed. It is projected this
investment would result in the following returns through Fiscal Years 03-05:

Projected sales increases: $29,2081000

Projected revenue impact (net income and taxes collected): $~7,2xo,575

In addition, financial projections, with assumptions, have been prepared for new store
opportunities. As indicated in Chapter 3, for one new 4,965 square foot store a
projected biennial investment of $45o,ooo is needed. The projected return on this
investment over two years (including net income and taxes collected) is $x,637,28o.
The projected return on this investment over two years (including profits and taxes
collected) is $1,637,29o. For five stores, given the assumptions made, the investment is
$2,a5o,ooo for the biennium with a returnof $4,226,48. (These investments and
¯ .return figures are included in the above totals).

Non-appropriated funding:
As mentioned in Chapter ~, a major constraint of Retail Services’ ability to operate most
efficiently and consistent with the LCB’s mission and goals, is the fact that it operates
under the traditional appropriated state-funding model. While this model works well
for many eritical functions of state agency operations, it does not work well in the retail
environment, which requires the ability to respond quickly to a variety of market forces.

The inability to respond to market trends via the expansion or contraction of stores or
the reallocation of resources in the changing retail and the liquor environments limits
the profitability of the retail operations. Currently, changes require requesting
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appropriation changes through the current budget process, which is complex and time-
consuming. A more workable alternative is to change to a non-appropriated funding
model. With this status, the LCB would establish a reserve level that would allow it to
respond within approved parameters to the marketplace, without waiting on
supplemental budget requests or the decision package process. Havihg the ability to
manage and respond within the realities of the retail environment is a needed step in
maximizing revenues to the state’s taxpayers. This alternative, would allow more
flexibility in reinvesting in the business which can increase sales, improve customer
service, and decrease costs.
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